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When conducting monetary 
policy, the Fed has two goals: keep 
inflation low and stable, and ensure 
maximum employment. 
For most of last year, inflation was consistently above their 
target rate of 2.0%. But they believed they were far from 
meeting the goal of maximum employment, so they kept 
short-term interest rates low until they could meet that 
objective. They had good reason for believing that- payrolls 
were well below the pre-pandemic levels. Even today, 
they stand 2.9 million below that level, and are 7.1 million 
below the trend growth rate (chart 1).

But now, the Fed believes the economy is close to 
maximum employment. They are realizing that the number 
of people that want to work is much lower than it was 
before the pandemic. One significant cohort, the baby 
boomer, has seen a large group retiring earlier than in past 
years; they will probably not come back into the workforce, 
no matter how strong it is.

So, with the Fed now believing they have met their two 
goals, they can begin to increase interest rates from the 
near-zero emergency level that has been in place since 
the early stages of the pandemic. Back in December, they 
made a hawkish pivot with a projection of three hikes in 
2022. Since then, several Fed policymakers have been 
making more hawkish statements, which has the market 
believing even more hikes may happen this year. The 
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CHART 1: Nonfarm Payrolls
millions, seasonally adjusted

Source: Bureau of Labor Statistics
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federal funds futures market now expects about five hikes 
by year-end.

Unlike most economic recoveries from a recession, the 
Fed is dealing with a rip-roaring economy this time. GDP 
growth is faster than anything the Fed has seen in at least 
the past fifty years during which five recoveries have taken 
place (chart 2). Job growth is also more rapid (chart 3), and 
inflation has been much more robust (chart 4).

Information from upcoming “Fedspeak” will be necessary 
to understand how quickly the Fed believes they need to 
act. The Fed knows they need to raise rates, but they also 
know they do not want to spook the market. 

CHART 3: Nonfarm Payrolls
% cumulative change, indexed at 0 at recession end, years
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CHART 4: Consumer Price Index
% cumulative change, indexed at 0 at recession end, years
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CHART 2: Gross Domestic Product
% cumulative change, indexed at 0 at recession end, years

Source: Bureau of Labor Statistics
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C O V I D - 1 9 

Omicron cases appear to be receding 
as fast as they increased, giving hope 
to a full reopening of the economy.4

         H O U S I N G

Home sales remain robust as demand 
has picked up, probably reflecting that 
homebuyers are accelerating their 
buying timetables to lock in mortgage 
rates before they rise more.3

I N F L A T I O N

The yearly change in inflation is at 
7.5%, the highest level in 40 years. 
The annual rate should be peaking 
in Q1. After that, we expect it to 
continue to drift down toward 4.0% by 
year-end.1

T H E  F E D

The Fed, which plans to raise short-
term interest this year, will also 
reduce its balance sheet, which may 
put upward pressure on longer-term 
interest rates.2

Market Trends
Equity markets closed out January in a surge in volatility, primarily spurred by shifting 
expectations around interest rates. This year’s volatility can be uncomfortable, but it is also 
well within the normal historical range. Market volatility tends to rise initially as investors 
react to a new interest-rate regime. Still, when the Fed removes stimulus because economic 
fundamentals are strong and recession risk is low, stocks typically do very well over time.

 T R A D E

The trade balance reached a 
record annual deficit, brought on 
by a solid domestic economy that 
has been driven by strong demand 
for many goods.5

L A B O R

The pace of hiring has picked 
up in the past few months, with 
more people coming back into the 
workforce, taking advantage of the 
higher wages.1
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Important Disclosures

The information presented does not involve the rendering of personalized investment, financial, legal, or tax advice. This presentation is not an offer 
to buy or sell, or a solicitation of any offer to buy or sell, any of the securities mentioned herein.

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not reflect actual results 
and are based primarily upon a hypothetical set of assumptions applied to certain historical financial information. Certain information has been pro-
vided by third-party sources, and although believed to be reliable, it has not been independently verified, and its accuracy or completeness cannot 
be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document and are subject to 
change.

There are inherent risks with equity investing. These include, but are not limited to, stock market, manager, or investment style risks. Stock markets 
tend to move in cycles, with periods of rising prices and periods of falling prices.

Investing in international markets carries risks such as currency fluctuation, regulatory risks, and economic and political instability.

There are inherent risks with fixed income investing. These may include, but are not limited to, interest rate, call, credit, market, inflation, govern-
ment policy, liquidity, or junk bond risks. When interest rates rise, bond prices fall. This risk is heightened with investments in longer-duration fixed 
income securities and during periods when prevailing interest rates are low or negative.

Investing involves risk, including the loss of principal.

As with any investment strategy, there is no guarantee that investment objectives will be met, and investors may lose money. Past performance is no 
guarantee of future performance.

Non-deposit investment products are not FDIC insured, are not bank guaranteed, and may lose value.
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